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ISRAEL - KEY ECONOMIC INDICATORS 


Estimated Change 
1981 1982 1983 1981/82 
Income, Production & Employment 
GNP, current prices (1S billion) 23761 528.3 N/A 122.8 
GNP, 1982 prices (IS billion) 528.3 528.3 537.8 ae 
Per capita GNP, 
current prices (IS) (a) 60,054.2 131,318.3 N/A 118.7 
Plant & Equipment Investment 
current prices (IS billion) (a) 17.4 44.4 N/A 155.2 
National Income/per capita 
current prices (IS) (a) 47,795.1 101,092.5 N/A 111.5 
Industrial production 
index (1978=100) (a) 108.4 108.7 N/A 0.3 
Productivity growth per worker ($%) 2.5 -1.3 0.9 -- 
Average wage index 
(1978=100) (a) 1,043.0 2,259.5 N/A 116.6 
Civilian labor force 
(thousands) (b) 1,367.0 1,379.0 1,394.0 0.9 
Average unemployment rate 5.1 5.0 5.2 -2.0 


Money and Prices 
Money Supply (IS billion) (b) 12.5 25.7 N/A 105.6 
Interest rate (big banks) (%) 136.0 136.0 N/A -- 
Wholesale price index 

(1977=100) (a) 1,436.1 3,241.6 N/A 125.7 
Consumer price index 

(1980=100) (a) 216.8 477.8 N/A 120.4 


Balance of Payments 
Gold and Foreign Exchange 

Reserves (IMF definition) 

($ million) (b) 3,542.2 3,835.7 N/A 
Foreign debt ($ billion) (b) 18.4 20.9 N/A 
Average exchange rate against 

U.S. dollar, IS (a) 11.164 24.298 N/A 
Balance of Payments, goods 

and services ($ million) -4,430.0 -4,883.0E-4,730.0 
Merchandise export FOB 

($ million) 5,664.2 5,216.3 5,425.0 

Exports to U.S. ($ million) 1,30A.7 4239.2 N/A 
Merchandise import CIF 

($ million) 7,992.8 8,087.1 8,168.0 

Imports from U.S. ($ million) 1,630.3 1,542.0 N/A 


Main imports from the U.S. in 1982 ($ million): Machinery and electrical 
equipment - 522; agricultural products - 382; metal products - 124; transport 
equipment - 102; chemicals - 88; optical, medical and measuring instruments - 
i paper, carton and books - 49; textile and clothing - 45; rough diamonds - 
IS = Israeli Shekel 

(a) annual average 

(b) end of period 

N/A not available 

E estimate 





SUMMARY AND OVERVIEW 


The positive developments that highlighted the Israeli economy 
during 1981 did not continue in 1982. The Gross National Prod- 
uct showed no growth. In 1982 inflation accelerated following 
a decline in 1981. Exports declined for the first time since 
1958 and the civilian trade deficit increased considerably. 
During the first half of 1982, the Government of Israel main- 
tained the less expansionary economic policies it had intro- 
duced in the last quarter of 1981. The fiscal year 1982 budget 
(for the period March 1982 to April 1983) which Finance 
Minister Yoram Aridor presented in January 1982, showed a 5.6 
percent real decline in government spending over fiscal year 
1981. As part of the effort to control government outlays, the 
government continued to reduce subsidies on basic commodities 
and allowed prices to rise on subsidized and controlled prod- 
ucts somewhat more quickly than prior to the last third of 
1981. 


In mid-June, the government announced several revenue measures 
to finance the Peace for Galilee military operation in 

Lebanon. These included an increase in the Value Added Tax 
from 12 to 15 percent, a two percent tax on transactions in the 
Tel Aviv Stock Exchange and a six hundred shekel tax on travel 
abroad. In July, the Knesset approved a compulsory bond sale 
to the public which was designed to raise additional revenues 
for the war. Finance Minister Aridor also obtained a five 
billion shekel cut in the government's non-defense expendi- 
tures. The total effect of these measures more than offset the 
1982 costs of the war in Lebanon and enabled the Finance 
Minister to keep the FY-1982 domestic budget deficit below that 
of FY-1981 in real terms. 


By mid-year 1982 it became evident that 1981's gains in the 
fight against inflation were being eroded. Inflation was run- 
ning at an annual rate of approximately 125 percent. Thus, in 
September the government announced a new program which modified 
some of the policies it had followed earlier in the year. The 
“New Economic Program" included three main elements: a) hold- 
ing the depreciation rate of the shekel versus European and 
U.S. currencies below the differential rates of inflation in 
Israel and its major trading partners; b) maintaining the level 
of subsidies on basic commodities as a percentage of their 
sales price; and c) attempting to change the cost of living 
adjustment (COLA) system from quarterly payments tied to in- 
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creases in the consumer price index (CPI) to monthly payments 
at a set rate of about five percent per month. The government 
could implement the first two elements without Knesset ap- 
proval. However, to change the COLA system the government had 
to convince the labor movement, Histadrut, and the private 
employers to modify their existing COLA agreement. A new COLA 
system resulted from negotiations that concluded only in early 
1983. While the new system retains the old mechanism of quar- 
terly adjustments, the formula for setting COLA increases makes 
the adjustments reflect more recent changes in the CPI. In 
periods of declining inflation, the new COLA system will rein- 
force the downward trend. However, if inflation accelerates, 
the new method will contribute to higher prices. 


Unemployment dipped slightly in 1982, moving from 5.1 percent 
in 1981 to approximately 5.0 percent by the end of 1982. 


So far in 1983 Finance Minister Aridor is continuing the "New 
Economic Program." The approved budget for FY-1983 includes a 
five percent real reduction from last year's budget. The 
Government must make a real effort to record the second con- 
secutive year for a reduction in the budget deficit. Almost 60 
percent of the budget regularly goes to defense expenditures 
and debt repayment. Thus, there is little room for cutting in 
the remaining 40 percent that goes primarily for social ser- 
vices such as health and education. 


The continuing worldwide recession and unfavorable exchange 
rate movements between European currencies and the U.S. dollar 
hurt Israeli exports in 1982. The first decline in Israeli ex- 
ports since 1958, as well as increased civilian imports, con- 
tributed to a deterioration in Israel's trade deficit from 4.4 
billion dollars in 1981 to 4.9 billion dollars in 1982. Yet 
Israel easily covered its current account deficit with 
financing from various sources. These included approximately 
3.3 billion dollars in drawdowns of economic and military 
assistance from the United States plus unilateral transfers 
(grants) from Jewish communities around the world, sales of 
Israel bonds, aid from the Federal Republic of Germany and 
commercial bank loans. Foreign exchange reserves at the Bank 
of Israel increased by almost 300 million dollars during 1982. 
Reserves have more than tripled since the 1973 war. 


Non-military Israeli imports from the U.S. (approximately 19 
percent of Israel's merchandise imports) declined slightly from 
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1.63 billion dollars in 1981 to an estimated 1.54 billion 
dollars in 1982. The decline in U.S. exports to Israel is due 
to several factors: the continued appreciation of the dollar 
versus European currencies, stiffer European competition 
against U.S. products due to reduced Israeli tariffs on Common 
Market exports under Israel'‘s association agreement with the 
European Economic Community, and attractive European, Japanese 
and Canadian financing, in contrast to uncompetitive or 
unavailable financing for U.S. exports. Despite these adverse 
conditions, the United States remains Israel's largest single 
trading partner. Machinery and electronic equipment products 
are the major U.S. exports to Israel. They offer good 
prospects for the future as Israel seeks to expand its own 
exports of high technology goods. This will require high 
quality, large volume production machinery. U.S. agricultural 
products will also enjoy a good market in Israel which must 
import sizeable quantities of grains and soybeans. U.S. 
commercial banks will continue to find opportunities to help 
finance Israel's economic activity. Israel wishes to attract 
foreign investment and provides special incentives for 
investors in preferred industrial and geographical areas. 


NATIONAL ACCOUNTS 


Israel's economy showed no growth in 1982 following a 4.6 per- 
cent real rise in the Gross National Product (GNP)in 1981. 
Private consumption continued to increase, despite the taxes 
imposed to finance the war in Lebanon and lower subsidies in 
basic commodities, rising seven percent in 1982 (compared to an 
1l percent increase in 1981), or five percent per capita. 
Although private consumption continued to increase, the rate of 
private savings out of all sources remained relatively high at 
26 percent. In part, this high savings rate is due to the 
protection of financial assets which the extensive linkage 
system provides against inflation. Public consumption declined 
by three percent in 1982, principally due to a 28 percent 
decline in military imports. Civilian public consumption re- 
mained unchanged. Gross domestic investment (buildings, equip- 
ment, transportation equipment and inventories) rose six per- 
cent in 1982, reversing the decline in 1980 and 1981. Although 
housing investment declined approximately six percent, fixed 
investment rose three percent. Exports of goods and services 
declined about five percent (measured in 1981 dollars). On the 
other hand, a nine percent increase in non-military imports and 
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a four to five percent increase in service imports, primarily 
payment of interest on outstanding debt, contributed to an 
overall two percent rise in imports of goods and services. 
This offset the 28 percent decline in defense imports. 


The government is predicting 1.8 percent growth in GNP during 
1983. The continuing slack performance of exports and the 
governments's efforts to hold down public sector expenditures 
mean that GNP growth will probably be at or below this forecast. 


PRICES AND WAGES 


Inflation accelerated in 1982. This was the fourth consecutive 
year that prices rose at a triple-digit rate. In 1979 infla- 
tion was 11l percent (measured from end of year to end of 
year). In 1980 the CPI rose 132.9 percent, the highest in 
Israel's history. Finance Minister Aridor's policies in 1981 
helped bring the inflation rate down to 101.5 percent. How- 
ever, in 1982 the CPI rise increased again and hit 131.5 per- 
cent. (The average CPI rise for the year was 120.4 percent.) 

A major cause of higher inflation in 1982 appears to be the 
relatively rapid removal of subsidies in the first few months 
of the year designed to reduce public sector expenditures. In 
addition, an increase in domestic demand may have carried over 
from 1981 when real wages increased about 10 percent. Also 
supporting renewed inflation in the first half of 1982 was the 
continued policy of progressive depreciation of the shekel. 
Inflation slackened following the announcement of the New 
Economic Policy in September. Inflation in the last quarter of 
1982 was 21.8 percent versus 26.7 percent in the third 

quarter. This runs counter to the normal seasonal trends of 
higher inflation during the last quarter. For the first three 
months of 1983, however, inflation was running at an annual 
average rate of approximately 118 percent. Figures for three 
months, however, are insufficient to forecast the inflation 
rate for 1983. If the government's domestic deficit declines 
and the cash injection from the Finance Ministry is reduced, 
there may be lower inflation rates later in 1983. Apparently 
accelerating inflation during 1982 and the delay in resolving 
the negotiations between the Histadrut labor federation and the 
government over a new two-year umbrella wage agreement 
contributed to a .9 percent decline in real wages in 1982. 





BALANCE OF PAYMENTS - RESULTS AND PROSPECTS 


The current account deficit in the balance of payments on goods 
and services was almost 4.9 billion dollars in 1982 -- up from 
4.4 billion in 1981 and 3.9 billion in 1979. An eight percent 
drop in commodity exports (about 370 million dollars) was a 
major factor in the deterioration of the trade balance. The 
continued strength of the dollar against Western European cur- 
rencies and the recession in Israel's major markets of Europe 
and the United States were the most important factors leading 
to the export decline. Late in 1982, as the government slowed 
the depreciation rate of the shekel vis-a-vis the dollar and 
other currencies, exporters complained that a drop in their 
profitability would further adversely affect Israeli exports. 
The decline in exports was almost across the board, although 
diamonds and citrus exports were the most seriously affected. 
Diamond exports declined about 15 percent (roughly 160 million 
dollars) and citrus exports dropped 23.8 percent (60 million 
dollars) in 1982. The export decline has continued to date in 
1983. 


Government policy has emphasized rapid growth of the export 
sector because of the small Israeli domestic market. To 
further this policy and to try to reduce the inefficient and 
inflationary directed credit schemes, the Government in 1981 
instituted an exchange rate insurance program. This program is 
designed to ensure the profitability of Israeli exporters who 
faced reduced earnings in dollar terms when the currencies of 
their Western European customers depreciate against the 

dollar. In the face of exporters' complaints about the current 
exchange rate policy the Government on April 6, 1983 announced 
several further measures designed to help exporters. These 
include reduced premiums for exchange rate insurance, a lower 
rate of national insurance payments in the industrial, agri- 
cultural and tourism sectors, and a slight increase in subsi- 
dized credit. It is too early to observe the effect these 
measures will have on exporters. 


Two trade preference systems help Israel. Israeli exports 
benefit from the country's relationship with the European 
Economic Community (EEC). Israel's agreement with the EEC 
permits Israeli manufacturers duty-free access to the Common 
Market for non-agricultural products. There is, however, grow- 
ing concern about the impact of EEC enlargement a few years 
hence on Israeli exports to the Community. In particular, 
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Israeli agricultural exporters worry about competition from 
Spanish and Portugese producers when these countries enter the 
Common Market. Israel is also a major beneficiary of the U.S. 
Generalized System of Preferences (GSP) under which 2,800 
categories of manufactures enter the United States without pay- 
ment of duty. In 1982 Israel ranked seventh among the list of 
beneficiary countries and obtained nearly five percent of all 
U.S. GSP benefits. 


Israel finances its current account deficit primarily with 
large transfer payments and foreign borrowings. In 1982 net 
capital imports totaled approximately 4.9 billion dollars. 

U.S. economic and military assistance in the form of grants and 
concessional loans accounted for approximately 3.3 billion 
dollars. Israel bond sales (about 500 million dollars), loans 
from the Federal Republic of Germany (about 50 million 
dollars), borrowings from foreign commercial banks (about 840 
million dollars), and direct foreign investment (roughly 250 
million dollars) augmented unilateral transfers, principally 
reparation payments from the Federal Republic of Germany (about 
470 million dollars) and private transfers (400 million 
dollars). As a result foreign exchange reserves increased by 
almost 300 million dollars to around 3.8 billion dollars. 
Borrowing to help finance the payments gap added to Israel's 
total foreign debt which in December 1982 totaled about 20.9 
billion dollars. While final data on foreign debt are not 
available for the full year, available data through September 
1982 show the term structure of Israel's debt shifting slightly 
toward more short-term borrowing. Most of the long-term finan- 
cing came from the United States Government or Israel Bond 
sales. The short-term debt is from the commercial banking 
system. Despite these problems, Israel maintains a solid 
credit rating in the international financial market. 


The government is optimistically forecasting a decline in the 
deficit on current account of about 150 million dollars in 
1983. Attaining this target would require a return to the 
export growth rates that occured up to 1982. This is unlikely 
to happen. Lower petroleum prices for much of 1983 and a re- 
surgence of the U.S. and major Western European economies will 
be necessary to improve the balance of payments. Even so the 
deficit still will be about 4.7 billion dollars. Israel will 
continue to depend on official assistance, private unilateral 
transfers and commercial borrowing to finance this gap. 
Prospects are good, however, that Israel will be able to cover 
the deficit. 





PUBLIC FINANCE 


The central government's domestic budget deficit for FY-1982 
which ended on March 31, 1983 is estimated at 35.8 billion 
shekels on total domestic expenditures of about 338.4 billion 
shekels. The deficit was about 5.3 billion shekels less (in 
real terms) than estimated when the budget was originally 
presented in January 1982. 


For FY-1983 the government projects total expenditures at 1,124 
billion shekels and a domestic deficit of approximately 61 
billion shekels, a 19 percent decline in real terms. In 1983, 
the government intends to continue to control the deficit in 
order to reduce inflationary pressures. Projected total ex- 
penditures for FY-1983 are approximately five percent less in 
real terms than estimated expenditures in FY-1982. Defense ex- 
penditures (imports and domestic), which in recent years have 
accounted for almost one third of budget outlays, are projected 
to decline in real terms by seven percent again in 1983 follow- 
ing a real seven percent decline in 1982. If the government 
holds to its projections, defense expenditures will represent 
roughly 24.2 percent of total expenditures versus 28.9 percent 
in FY-1982. Defense spending and debt repayment are about 59 
percent of the budget, down slightly from recent years but 
roughly equivalent to FY-1982. 


MONETARY POLICY 


The Bank of Israel held to a relatively restrictive monetary 
policy during 1982. Until mid-November it applied ceilings on 
free (i.e., non-directed) credits as the principal tool to 
achieve this goal. With the removal of the ceilings, the Bank 
of Israel shifted to the use of commercial bank reserve and 
liquidity requirements as its central policy instruments. 
Despite the Central Bank's efforts, however, there was a 3l 
percent real increase in financial assets held by the public. 
To a large extent the government's budget deficit fueled this 
increase. The Bank of Israel expects to hold to its restric- 
tive monetary policy during FY-1983. 


UNEMPLOYMENT AND PRODUCTIVITY 


Employment trends in 1982 were about the same as those ex- 
perienced in 1982. End of year unemployment was approximately 
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5.0 percent, down slightly from the 5.1 percent unemployment at 
the end of 1981. Employment in public sector services was 
relatively stable throughout the year. There was an increase 
in employment in the business sector fueled primarily by growth 
in financial and banking services. The continued slump in the 
housing sector led to stagnation in employment in construc- 
tion. Slack demand in certain textile products also contrib- 
uted to an increase in unemployment in that sector. On the 
other hand, the call-up of reserve units for the fighting in 
Lebanon helped hold unemployment to moderate levels during the 
course of 1982. Although the labor market did not experience 
major growth, the number of workers from the West Bank and Gaza 
territories who commuted to jobs in Israel proper reached ap- 
proximately 79,000 during the year. Unless exports increase, 
higher unemployment is likely in 1983. 


IMPLICATIONS FOR THE UNITED STATES 


In recent years the United States' share of the Israeli import 
market has hovered around 20 percent. Available data indicate 
that this continued in 1982. Non-defense imports from the 
United States reached about 1.54 billion dollars out of total 
commodity imports of around 8.1 billion dollars. The U.S. has 
managed to maintain its share of the Israeli market despite the 
recent strength of the dollar vis-a-vis European currencies. 
Machinery, electronic equipment and agricultural products 
remain the leading U.S. exports to Israel. 


If the U.S. dollar stays firm during 1983, U.S. exporters will 
face this extra hurdle in selling to Israel. In addition, the 
availability of Export-Import Bank financing for Israeli im- 
ports from the United States will affect the challenge. Never- 
theless, Israelis are familiar with U.S. products and ap- 
preciate their durability and reliability. More agressive 
marketing efforts in Israel can bring positive results for U.S. 
manufacturers. 


Successive Israeli governments have promoted export growth. 
Major attention has gone into developing export industries 
which utilize the nation's highly-educated labor force. There- 
fore, Israel's export industries direct their sales to the 
United States and Western Europe with their large markets for 
the sophisticated modern products which Israel manufactures. 
Beginning in 1981 the Israeli government and the Israel Export 





Institute (a non-profit organization financed by the exporters 
and the GOI to analyze trade patterns and assist Israeli ex- 
porters) have encouraged Israeli firms to expand their efforts 
in the U.S. market to take advantage of the U.S. dollar's 
strength against Western European currencies. Israel em- 
phasizes further growth of high technology exports. Con- 
sequently, the best products for U.S. exporters to Israel are 
in those areas that complement this orientation of Israeli in- 
dustry. U.S. manufacturers of metal working machinery, elec- 
tronic components, electronic production and test equipment, 
computers and peripheral equipment, communications systems and 
aviation and avionics equipment should do well here. The more 
Israel is able to export of high technology products, the more 
it will import of such items. 


Israeli demand for agricultural products should remain strong. 
While there is limited growth potential because of Israel's 
small population, nevertheless exporters should look out for 
opportunities to increase sales. Despite a decline in tourism 
to Israel in 1981 and 1982 the industry still has a good poten- 
tial for growth. Moreover, following the sharp decline in 
1982, the country appears ready to make renewed efforts to re- 
gain tourism lost in the past two years. Tourism growth will 
provide a market for construction equipment for building new 
tourist facilities, hotel and restaurant equipment and sight- 
seeing transportation vehicles. 


Israel will need commercial borrowing to finance its economic 
activities. U.S. banks and financial institutions will find 
Israel to be a good market for their loans and other financial 
services. The country's diversified exports provide it with a 
sound framework on which to build for the future. These export 
growth prospects and the financial support Israel receives from 
the U.S. Government and private sources help ensure a healthy 
long-term economic outlook. 


Foreign investors find a hospitable environment in Israel. The 
Israeli Government has few capital controls and permits un- 
restricted repatriation of profits and dividends. In addition, 
the government gives incentives to investors in special in- 
dustries such as the export sector and in specific locations in 
the country. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:504 








